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In South America Secretary Of State Shultz Delivers
Economics Lessons, Criticisms Of Nicaragua
by John Neagle
Category/Department:  General
Published:  Tuesday, August 9, 1988
During his recent visits in Argentina, Bolivia, Brazil and Uruguay, Secretary of State George Shultz
reiterated three primary themes: 1) Political reforms in South America are commendable. (In Chile,
however, political freedom has not yet caught up with marketplace liberties.) 2) Latin American
countries must undertake trade liberalization, privatization and other "market-oriented" policies
in order to provide long-term support for democratic politics. 3) Nicaragua is the major source
of instability in Central America. Moreover, Managua's economic failures are correlated with
its repressive politics. The region's "four democracies," in contrast, are experiencing economic
growth and controlling inflation. Summarized below are highlights from Shultz's statements in the
four countries, and related developments. * On Aug. 3 in Buenos Aires, Secretary of State George
Shultz said that the US was considering offering a substantial bridge loan to Argentina to meet
its cash needs. According to Shultz, the US wants to be "as supportive as we can" of Argentina's
economic recovery efforts. He praised the country's success in consolidating democracy, but said,
"economic reform is as needed as political reform." President Raul Alfonsin's government was
urged to overhaul its economy instead of expecting the "political solution" that Alfonsin often
demands to help handle the $55 billion foreign debt. Buenos Aires would like for the US to arrange
for a reduction in the debt principal and lower interest rates. According to Shultz, to key to handling
the debt burden is economic growth which could be realized only by attracting back into Argentina
and other countries the capital that fled because of lack of confidence. At a luncheon attended by
government officials and business leaders, Shultz said, "Nothing consolidates political freedom as
much as economic progress and well-being, which need, in turn, strong macroeconomic policies
and long-term structural reform." Countries that have made economic progress, according to
Shultz, "are the ones that have opened themselves up, respected the marketplace, privatized
things." * In Montevideo, Uruguay, on Aug. 4, Shultz told government officials, business leaders
and journalists at Central Bank headquarters that changes in the world economy require domestic
policies of "openness" to the market. "Countries unable to change their domestic policy will be the
victims of change in the world economy...Latin America must move faster if it is to catch up." The
world economic transformation, said Shultz, is being spurred by the technological and information
revolutions. "What counts is innovation, creativity, freedom and the capacity to see beyond what is
to what can be...Countries must decide whether they will be among the innovators, the imitators, or
those who are left behind." Shultz stated that the "overall picture" for Latin America was not good,
citing the region's 2.6% aggregate growth rate, barely above population growth. He then compared
the region's growth with certain eastern Asian countries. The Secretary said that higher growth rates
achieved by the Asian countries are the result of "outward looking" economic policies that have
made them internationally competitive. He also emphasized impressive growth rates in Colombia,
Jamaica and Uruguay. According to Shultz, "It took a new way of thinking to produce these results.
Common to these cases is resolute implementation of outward looking policies aimed at trade
and exchange liberalization, deregulation, privatization, and market-based pricing." According
to Shultz, political liberty and economic freedom have radically transformed the hemisphere. In
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the case of Chile, said Shultz, market freedom has yet to be transferred to the political sphere.
In Argentina, he added, active political debate has contributed to a search for more externally-
oriented economic policies. Bolivian President Victor Paz Estenssoro was praised for reducing
inflation from 24,000% to 12%, and for lifting the national economy out of several years of stagnation.
Colombia was also praised for achieving a 6.3% GDP growth rate in 1987, in the face of an active
insurrection and the depradations of the drug cartel. * On Aug. 5 in Brasilia, talks with Brazilian
officials focused on a trade dispute with the US, Washington's concerns that the Brazilian arms
industry would sell weapons to nations like Libya, and Central America. Last month, the White
House announced that it would impose sanctions of up to $200 million on Brazilian imports in
retaliation for that country's failure to protect patents on pharmaceutical products held by US
companies. The Reagan administration accused Brazil of trade piracy. Brazil responded by accusing
Washington of breaking international law. Shultz said Brazil has to play by the same trade rules
as other economic powers. However, the Secretary and Brazilian officials reportedly agreed to
work together resolve the dispute. Shultz's commentary about the natural link between political
democracy, and "market-oriented" economic policies was not expected to "play well" in Brazil.
For instance, Brasilia has managed to construct the world's tenth largest economy by maintaining
and expanding a large state enterprise sector, and providing a complex and multi-layered system
of protection for domestic industries (such as computers). After meeting with Shultz, Brazilian
Foreign Minister Roberto Abreu Sodre told reporters that his "personal view" was that Nicaragua
was the problem in Central America, but the statement did not appear intended to signal any real
shift in Brazilian policy. He said he hoped Nicaragua understands "that it needs to get along with
the four other nations of Central America" and would not become "more and more extremist in its
ideological position." * On Aug. 8, Shultz reiterated his criticisms of Nicaragua in La Paz, Bolivia.
At a press conference, he asserted that Managua is the principal destabilization factor in Central
America. Shultz said that despite the failure of its economic model, the Nicaraguan government
maintains a large army supplied with Soviet weapons. The Sandinista military, he added, constitutes
a major problem for the region. According to Shultz, the four Central American "democracies" have
experienced considerable economic progress. Meanwhile, "another country" has implemented
laws of intimidation and acts of repression while presiding over a deteriorating economy. The
Secretary emphasized that Nicaragua suffers from uncontrolled inflation, and per capita income
has dropped by half. In discussions with Bolivian officials, Shultz reportedly concentrated on
anti-drug programs. He said that Washington recognizes that drug consumer countries bear
an equally serious responsibility vis-a-vis the narcotics problem. Shultz also emphasized that
administrative problems cause delays in the disbursement of US financial support for anti-drug
efforts. The Bolivian government has requested that Washington fulfill its obligations under
a bilateral accord requiring US financial aid to substitute coca with other crops via integrated
development programs in coca production regions. The crop substitution effort covers the 1986-92
period. To the present, the US has delivered only about 11% of its aid commitment. Bolivia has
thus far committed its own financial resources to the tasks of coca eradication, and recently passed
legislation imposing a series of sanctions on persons and organizations involved in the drug trade.
Shortly after Shultz's motorcade left the international airport outside La Paz, a remote-controlled
bomb exploded. The explosion occurred behind the last vehicle in the motorcade, carrying Bolivian
Foreign Minister Guillermo Bedregal. The shock wave broke the rear window of the car following
Shultz's. There were no injuries. (Basic data from DYN, 08/03/88; AP, 08/04/88, 08/09/88; Reuters,
08/06/88; Washington Post, New York Times, 08/08/88)
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